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REPORT ON PRICE STUDY BY COTTON. COUNCIL 


WEDNESDAY, MAY 23, 1956 


House or REPRESENTATIVES 
ComMopiry SuBCOMMITTEE ON Corron, 
CoMMITTEE ON AGRICULTURE, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 1310, 
New House Office Building, Hon. E. C. Gathings presiding. 

Present: Representatives Gathings, Abernethy, Albert, Jennings, 
Jones, Hagen, McIntire, King, and Harvey. 

Also present: Representatives Whitten, Lanham, Mills, Ashmore, 
Roberts, Dowdy, Huddleston, Elliott, Long, Alexander, and Rhodes; 
John J. Heimburger, counsel, and Francis LeMay, staff. 

Mr. Garuinos. The subcommittee will come to order. 

We are pleased, indeed, today to have with us Dr, Horne from the 
National Cotton Council, who has made a very comprehensive price 
study on cotton. And we are delighted, indeed, that he is to be with us 
as well as the others of the group that are with you, Dr. Horne. 

I would like to turn the meeting over to Tom Abernethy of Missis- 
sippi since I will have to attend another meeting for a few minutes, 

e will be glad if Dr. Horne will make the statement before the 
pictures are presented. : 


STATEMENT OF M. K, HORNE, JR., CHIEF ECONOMIST; ACCOM- 
PANIED BY FRANK McCORD, MARKET RESEARCH DIRECTOR; 
GEORGE TOWNSEND, AGRICULTURAL ECONOMIST; LEONARD 
MOBLEY, ECONOMIST, FOREIGN TRADE DIVISION; AND READ 
DUNN, DIRECTOR, FOREIGN TRADE DIVISION, NATIONAL COTTON 
COUNCIL 


Mr. Horne. Mr. Chairman, my name is M. K. Horne, Jr. I am 
chief economist of the National Cotton Council, Memphis, Tenn. My 
home is Memphis, Tenn. 

Mr. Asernetuy (presiding). I think the record ought to show that 
the witness is a product of my State and one of my former constituents, 
incidentally. 

Mr. Horne. I hope I get along with the chairman as well as I al- 
ways have. 

r. ABERNETHY. We are glad to have you with us. 

Mr. Horne. Thank you. 

It is a real honor to be asked to come here and talk to you gentlemen 
about this price study that we members of the Cotton Council staff 
have made Autti the past year. 
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_ This will give a brief résumé of what was found in our study en- 
titled “Price and the Future of United States Cotton.” 

This study was made by members of the National Cotton Council 
staff. We have here today 2 of the 3 men, other than myself, who did 
the principal work on this study, and I believe the third one will be 
present in a little while. 

We have Mr. Frank McCord, the market research director of the 
National Cotton Council, and Mr. George Townsend, agricultural 
economist of the National Cotton Council. Mr. Leonard Mobley, econ- 
omist of our foreign trade division, who also had a principal part in 
this, will be in presently. 

Also, I hope Read Dunn, director of our foreign trade division, 
will be in. 

While this was done by members of the Cotton Council staff, it is 
strictly a research study and it does not necessarily reflect: the policies 
of the National Cotton Council. 

We staff members were assigned on the basis of many urgent requests 
to make available information that would help men who were seek- 
ing to form judgments on the basis of the broad facts in deciding what 
price had to do with the situation facing United States cotton. 

We made the study without any strings attached, without any objec- 
tive other than to lay out the broad situation as research men would. 
And we staff members are solely responsible for what is in this study. 

The National Cotton Council as a policymaking agency is not di- 
rectly involved in what I say. 

I will not deal with particular programs, past, present, or future. 
We just broke away to consider the whole basic question of what does 
cotton face and what does price have to do with it, without regard 
to particular programs. And we make no particular proposals, 

In this study we did not have the time to go into the very important 
questions involved in quality differences in cotton. We recognized 
that the qualities of cotton grown in different areas, and prémiums 
and discounts on different cottons, are quite a big subject, but I do not 
feel prepared to go into that subject on the basis of the study that 
we have made. 

This report, gentlemen, goes out of date rather rapidly, and the facts 
have to be brought up to date again. I have done my best after I 
was honored with this invitation several days ago to get it up to 
date, but there may be some current facts on which I will have to ask 

our indulgence because I am not as completely informed as I might 
oe I will do my best to bring it completely up to date. 

This presentation now, I think, would go an hour or less, except 
that as you want to ask questions it will be extended. ’ 

First, I will put before you three slides that will deal with what 
prices actually are, and how cotton compares with its competitors. 
And then I will show you a number of slides dealing with the: big 
facts that face cotton as to its markets and its competition. 

And then following that I will try a:systematic analysis of all of the 
ways in which price, theoretically, at least in some people’s minds, is 
supposed to expand the market for cotton. . 

ou will be interested to know that this study is now being put 
into a movie which will last about an hour and the idea is to make it 
available to people in small local areas, everywhere, who want it. 
There has been quite a demand for that. And we hope that it will 





REPORT ON PRICE STUDY BY COTTON COUNCIL 3 


provide a broader base of knowledge for people, particularly all 
across the Cotton Belt on the situation facing cotton. 

We have published the report in a little blue-backed booklet which 
I imagine you have seen. Twenty thousand copies of it have been dis- 
tributed and we plan to distribute perhaps 25,000 more. 

With that introduction I will proceed to try to give you this brief 
résumé of our findings. 

Cotton has many competitors. 

<y table 1 below, and notice the prices that have not been marked 
out: 


TABLE 1.—Prices of cotton and competing materials 


Fibers: Cents Cents 
Cotton (M !%¢e-inch, delivered group B mills)___________- 36-60 37. 69 
Ss Se ORO) oi. ts cs ws se aco os cc asses nt 32 
PUTCR BUOIEE A Pe 2) idee nen besten owe same Jowen dee ae oF 32 

Dollars Dollars 
OOM EO. 2) ORR SS hk De OE eee el ee ana 1. 30 
ONS. bs eae tere.. bu debe deus Wis Ses Cue __.. +6011. 35 
ES i BS ee CE ae EE A ee eee ee ee chart 1. 25 
ee ie . ~ fae ide ware _....---. #+-40 1.12 
|) Stell TS ST ag? Ak. «Remmi “tam 
MS cUe cee SOU tae. coe IAI Te sche sn jaar ee eee 1.00 1.00 

Feed bags: Cents Cents 
oS ees ee ao 28. 1 
8 hs ein as enpidal tue pad addin to a 42 14. 2 
Re en ee naa a dc eieenialed ie Tee din ake tH 14.5 

Mr. Horne. This will give you an up-to-date picture of the price 
comparisons. 


Cotton has a lot of competition with nylon, dacron, orlon, and so 
forth. It is serious competition. But if you glance at the prices of 
the fibers you will see it is not particularly price competition. This 
group of fibers is decidedly more expensive than cotton. 

Then there is a lot of competition with materials decidedly cheaper 
than cotton, particularly paper and burlap. To get a realistic com- 
parma for those materials, you have to go to an end product such as 

ags. We have here the latest wholesale prices on feed bags. You 
see the price of feed bags made from cotton, paper, and burlap. These 
are 100 pound bags, as quoted in wholesale lots. Our price disadvan- 
tage is so great here that the kind of changes in price of cotton that 
anybody thinks about in any realistic way would still leave our price 
disadvantage very great. We have to compete with these materials 
with quality and promotion and in spite of the price disadvantage. 

But the largest competitor that cotton has and the one in which 
price seems most interesting is rayon, particularly rayon staple, which 
we show here. That is the crude raw price for rayon staple. You see 
that it is in the general price range with cotton. 

It seems pretty clear, because rayon is our biggest competitor, and 
because it is closest to us in price, that relatively small changes in 
the price of cotton would be a lot more significant in connection with 
rayon than with any other material with which we compete. 

Now, just in passing, it is interesting to note that these comparisons 
change right often. They have changed a great deal in the past year. 
We have been through a year of right drastic drops in the prices of 
synthetic fibers. To show the extent of that change, I have included 
in Table 1 the prices that appear in the booklet I mentioned a minute 
ago, and I have drawn lines through these out-of-date figures. They 
show what the situation was about a year ago. 
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This was the price situation then. You see we have had a 2-cent cut 
at least in rayon staple and much larger cuts in all of the leading newer 
synthetics. The price of cotton has trended up over the past year. 
Paper has gone up substantially. Burlap has gone down somewhat. 

Now I will go next, gentlemen, to a particular consideration of 
rayon. 

CHART A 


PRICES OF COTTON AND RAYON 
JANUARY 1936 — MARCH 1956 


CENTS PER POUND 
50 


RAYON (STAPLE FIBER) 


«= COTTON (MIDOLING 15/16, 10 SPOT MARKETS) 


0 
19936 ‘37 ‘38 ‘39 40 41 42 43 44 45 46 47 48 49 50 SI 52 53 54 55 SE 


SOURCE; UNITED STATES DEPARTMENT OF AGRICULTURE; TEXTILE ECONOMICS BUREAU, INC 


Mr. Horne. First, let us look at the history of our price comparison 
with rayon. This covers the years from 1936 through 1955—20 years. 
The light line you see is rayon, the black line is cotton. This breaks 
down rather naturally, you see, into two broad 10-year periods. The 
first 10-year period going back to 1936 to 1946, is the period when cot- 
ton’s big price advantage over rayon gradually declined, and dis- 
appeared. 

For the last 10 years it is equally interesting to note that the two 
fibers have held in a very close price relationship to one another. Ac- 
tually, most of the time the rayon price has seemed to follow the cotton 
price rather than vice versa. 

In any case, the relationship, whatever it is now, it is not drastically 
different from what it has been for the last 10 years. 

Then as my third slide on price comparison (see table 2), I will 
go to a refinement of how cotton stacks up against rayon. 
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TABLE 2.—Mill cost comparisons: Cotton and rayon 











[Distribution by fabrics] 

Percent of total 

A typical fabrie Rayon’sadvantage| (by gross 

weight) 
—____ —___——__- _ ——— eee _———E eee 

| | 

Ce, ca iadibcgss bce <ckcchiigeqemsb tisgnsnegeemitscnsh endl 13 to 17 cents___._. } 13.3 
Tt Ridnlieis dd deta ae nwonncas cendndacgapesuunsede se ochagerseneun eT eae 
Ges ae do eda ad. che 9 to 10 cents___.___| 9 
I nc oS nbn dannnmeero«tindeenroane~s 8 to 9 cents_____-. 4.1 
Print cloth. _..._._.. “bee Picea a Ske dekoe bbe. _.| 7 to 8 cents... -___-| 34.1 
RT 6 «532i a nnidalns base cbineabstinikn cde Mtrivian’ .| 6 to 7 cents__- 30. 5 
Narrow sheeting-........--. sik nsdapiaiae adie ighe sasdiaieeiene ee 5 to 6 cents___.._-_| 11.7 
Feet SN GLIAL. of he ees si dd ...-| 4to 5 cents -5 
_, ee Less than 4 cents__| 4.9 





aches de ouckinmearesinenisint aciimminidbeedah dpsed Porsrrrotr ae 100. 0 


| 


Mr. Horne. As all of you know, who are familiar with the subject, 
there is a lot more to the comparison of cottton with rayon than just the 
prices of the raw fibers. We have the waste factor in both rayon and 
cotton. There is considerable waste in the spinning process, particu- 
larly. There is waste in spinning rayon. There is decidedly more 
waste in spinning cotton. 

Then there are the premiums and discounts for qualities of cotton. 
In cotton, as you know, the different staple lengths carry different 
premiums and discounts. 

In rayon you can make any staple length at about the same cost. 
Therefore, there are no premiums or discounts for staple lengths in 
rayon. 

hen there are differences in location and so forth. There is the fact 
that the mills sell the waste after they get it out. This has a very 
substantial value. 

You have to consider all of those complex factors in connection with 
all of the different fabrics that we have, in order to get a realistic pic- 
ture of what rayon costs the mills as compared to what cotton costs 
the mills. It is almost infinitely complicated. 

So far as I know, no one prior to this study has ever tried to give a 
systematic picture of how cotton compares with rayon in net cost 
to the mills all across the board. You could take isolated cases of 
particular fabrics, and a particular mill, using a particular quality of 
cotton, or rayon, and you could get a comparison; but that is not too 
dependable because you can pick a case to prove anything. But this 
is an across-the-board picture of these comparisons. 

We break this table 2 down into price intervals, according to the 
extent to which rayon is cheaper than cotton in net cost to the mills. 
Let me point out the differences. 

Here are typical fabrics falling in each category, and here is the 
percentage of the cotton in each of those categories. For example, 
for fabrics which use 34 percent of our cotton, if rayon could be and 
were, used to make those same fabrics, the saving to the mill would 
be from 7 to 8 cents per pound. 

For 65 percent, approximately the sum of the two largest groups, 
rayon’s net mill cost is from 6 to 8 cents a pound. For the 3 largest 
groups, which would come to about 76 percent, the difference is from 
5 to 8 cents. And for the 4 largest categories, totaling about 80 per- 
cent, rayon’s advantage in mill cost would be from 5 to 9 cents a 
pound. 





79081—56 
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We need not take too seriously the top category, where the advantage 
is tremendous, because those are the very fine goods, and precisely for 
that reason we have our least worry about rayon competition here. 
Cotton’s quality advantage over rayon in the fine goods is tremendous. 

This is why we say that rayon’s mill cost advantage tends to be from 
5 to 9 cents a pound. 

The picture changes all the time, as the price of cotton changes. 
This table was up to date in January. It requires a very complex 
computation and we were not able to get it completely up to date for 
this Commer 

Now with that very brief picture, I will proceed to a few of the big 
basic facts about how we are stacking up in our markets today. 

First, just a picture of our total offtake over a period of years. The 
shaded portions of the bars represent the exports of cotton from the 
United States; the solid portions reflect the domestic consumption of 
cotton. Note that there is an estimate for the correct crop year. 


Cuart B 


OFF-TAKE OF US. COTTON 


SELLS 
oA ca 
Ld A 


7 


a ae ao 8 oe: $5 86 
Mr. Horne. We had 3 straight years in which the 2 together totaled 
14.6 million bales, 1949 to 1952. Following that, the last 3 crop years 
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prior to this 1, we had 3 straight.years in which the 2 things totaled 
about 12.3 million bales. After getting used to a 14.6 million bale off- 
take, we have had 3 years of about 12.3 million bale offtake. 

And now we are drawing toward the end of a crop year in which 
our total offtake is estimated to be around 11 million bales. That is one 
measure of the seriousness of our situation. 

Now, if you look at the domestic consumption, you see there has been 
no trend either up or down across this period of years. It has held 
around nine million bales. This year it is expected to go slightly above 
nine million. We look at the trend of the last 3 years and we see a 
mild upward trend, perhaps not too significant. The big picture is the 
lack of change over a period of years. 

This is not where our market has dropped away. Very clearly our 
net loss is concentrated in export markets. Let me say in passing 
we can’t be content with a domestic market that holds at the same level. 
I do not think we should be happy with a domestic market that merely 
does not decline. It ought to rise. 

We have a production system that is crying out for an expanding 
market. And while the export outlook and the export record are 
much worse than the domestic record, not even the domestic record 
should be too gratifying to us. 

In the case of the export market we had 3 straight years when it 
ave 5 million bales. Then the last 3 seasons it averaged less than 
314 million bales. Now we draw near to the end of this current season 
with our exports being estimated at 2 million or somewhat less than 
2 million bales. 

Our production, as I said, has been crying out for an expanding 
market, not a contracting or even a stable market but an expanding 
market. In spite of the acreage controls we have had recently, our 
production system has shown a very dynamic character. And as a 
result our carryover has risen very rapidly. 

At the beginning of the 1952-53 season our carryover was about 2.8 
million bales. A year later it was about 5.6 million. A year later it 
was about. 9.7 million. A year later, at the beginning of this season, it 
was just over 11 million. Now we are drawing near the end of a season 
when the carryover is estimated to be about 15 million bales, close to 
that, the biggest on record and far bigger than a total year’s offtake on 
the basis we have become accustomed to in recent years. So it is 
extremely serious. 

We should break that down to the domestic part first and then the 
export to get some kind of kroad analysis of what has been happening. 
Why has not our domestic market been expanding? The whole econ- 
omy has been expanding. 
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U.S. CONSUMER: SPENDING. 
“woex AND FIBER CONSUMPTION . °° 


piri e 


(1948 = 100) 


CONSUMER SPENDING 
IN CONSTANT DOLLARS 


7 Xs 

ae « 

2s ge, 
pot : 


7 
oi te we 


COTTON CONSUMPTION 


1961 1953 4966 ~—s:1985 


Mr. Horne. Notice the solid black line on chart C. This is a pic- 
ture of the expansion of our whole economy over recent years, 1948 
through 1955. You will appreciate that [ have a break in the scale 
here, but consumer spending is up 27 percent over that brief span 
of years. The effect of inflation is taken out of this—this is the rise 
in real consumer spending which is the result of two things, the in- 
crease in population and the increase in the average standard of liv- 
ing in this country. This is a dynamic picture. Where does cotton 
come into this picture ? 

Notice the line marked “Cotton consumption.” This is the domestic 
consumption of cotton over this same period of years. Exports of 
cotton textiles are taken out to allow a more valid comparison with 
our domestic consumer spending. Cotton consumption, you see, has 
done very little in the net over this span of years. It is about where 
it was before, only about 2 percent higher than it was back in 1948. 


9 
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Then we come to the question, what has our competition with other 
fibers had to do with it ? 

To help get at that, I have included another line marked “Other 
fiber consumption.” ‘This reflects the comparable trend in the do- 
mestic consumption of rayon, acetate, nylon, dacron, wool; all of the 
other leading fibers, lumped together. 

Now, to facilitate our discussion, I think we need to cover up the year 
1955 and see what the chart shows for the period from 1948 through 
1954. Well, where is our loss to our direct competitors? You see, 
they have had about the same trend we have had, taken as a whole. 
There are many changes within the total, many crosscurrents, but cot- 
ton has had no terrible net loss to its direct competitors in the 6 years 
ending with 1954. 

But the story does not end there. Cotton has had a wonderful gain 
against rayon in the wearing apparel field generally, based on greatly 
improved finishes for cotton fabrics and improved cotton, some won- 
derful promotion, good styling and all. The gain in this field has 
about offset the loss in tire cord. 

Wool has had drastic losses across this period. They tend to offset 
the drastic gains by the new synthetic fibers. When you look at the 
picture as a whole across that period, you simply do not find that our 
trouble is directly because of our overall losses to other fibers. 

The fact is, we have not done our part to keep up with the whole 
economy in its expansion, the consumer spending on other things 
rather than fibers. 

But then we have got to uncover 1955, and look at it. We just 
have to take the facts as they come and look at them. That is our 
one objective here. 

Last year we had a drastic loss to our competition. Our competi- 
tors rose, I believe, 22 percent over 1955. Cotton rose 6 or 7 percent. 
And this has disturbed all of us. 

I should go on and say that the developments of this winter and 
spring have been more favorable to cotton. The rayon industry in re- 
cent months has been in deeper current trouble than cotton. And the 
explanations are quite complicated. But one of the biggest, if not the 
biggest explanation, is that the further promotion of cotton with im- 
proved finishes, especially the “wash-and-wear” development in cotton 
apparel, has accentuated to some extent our gains over rayons in the 
apparel markets. 

t should also be noted that a part of this drastic increase for rayon 
last year was in the tire cord market which most unfortunately we 
don’t figure in very much any more. 

So there you are. There is the picture. 

We did have a shocking loss to our competitors last year which causes 
us to think again and to wonder very seriously whether the adverse 
trend which was in effect in years prior to this period is resuming to 
some extent. We have to worry about that. 

Last year the problem was not so much that fibers as a whole were 
not keeping up with the expansion of the whole economy. Fibers as a 
whole moved back in with a big spurt but last year it was that cotton 
did not keep up with its competitors—it fell sharply behind. 

Now, I will move to the biggest facts we see about the broad export 
picture. 
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CnHart D 


FOREIGN COTTON PRODUCTION 


AND CONSUMPTION 
1946-47 — 1955-56 


MILLIONS OF BALES 


Y Yypy>4, Y 


vom WV 
Wy 


b 


CONSUMPTION —————.. 


PRODUCTION ———. 


1946-47 1948-49 1950-5! 1952-53 954-55 
1947-48 1949-50 1951-52 953 1955-56 


SOURCE; INTERNATIONAL COTTON ADVISORY COMMITTEE ESTIMATES 


Mr. Horne. Here is a chart which shows the consumption of cotton 
in all foreign countries combined, including an estimate for the current 
season. The total bar, including both the black and shaded pertions, 
represents foreign consumption. This covers 10 years. It includes 
the estimates that are available for the Communist countries. 

You see the nice increase in that figure year by year? ‘This has been 
a strong sustaining force underneath our exports. You see that it 
has leveled off in the last season. 

Now look just at the solid black portions of the bars. These repre- 
sent the production of cotton in all foreign countries. The shaded 
portions by themselves represent the excess of foreign consumption 
over foreign production, and this is something of very fundamental 
interest tous. You notice that this spead between foreign production 
and consumption has trended downward over these years. It was 
much bigger in the late 1940’s than it has been the last few years. 
Last season the spread was only 3 million bales, and if current esti- 
mates are correct it will be about the same amount for 1955-56. This 
is for less than any of us are willing to accept as an export market that 
is feasible for American cotton. 
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This gets to our fundamental export problem. Within any given 
season we can export more cotton than this balance, this spread be- 
tween consumption and production. ‘This can happen because foreign 
owners of cotton can build up their inventories in a single season, and 
many times, such as the present time, their inventories are low and 
they need to be built up. We need to get a temporary expansion in 
our exports by causing foreign customers to build up their inventories, 
as well as by other ways. 

But over a period of years, when inventory differences wash out as 
they have to over time, our exports can be no greater than this differ- 
ence between foreign consumption and foreign ‘production. 

So what can we do? Basically, there are only two things you can 
do. One is to cause foreign consumption to increase. And there are 
ways of getting at that. ‘And another is to cause foreign production 
to decline or at least to stop increasing so fast. The best thing would 
be to get a combination of expanding consumption and a decline in 
foreign production. 

So when you analyze the export market, whenever you try to project 
what we are going to export in another year, it breaks down into 
three things: 

First, what is the inventory performance going to be? This is a 
short-term thing, but it can be ver y important. 

Second, how is foreign consumption going to trend ? 

Third, how i is foreign production going to trend 2 

What can we do to build up consumption? What can we do to 
knock back production abroad ? 

Mr. Asumore. We are tending to increase production in foreign 
countries—not only tending to, but we are doing it. 

Mr. Horne. It has been increasing rapidly. That is what the chart 
shows. 

Mr. Asumore. We are having more million acres in Egypt that cer- 
tainly will be going in the opposite direction to which we are now 
going. 

Mr. Horne. There is the picture. 

Now foreign rayon, though it is often overlooked, is about as im- 
portant to us as foreign cotton. The situation is about as serious, 
maybe even more so. 

Let me show you what has happened in the foreign consumption of 
rayon compared with the foreign consumption of ‘cotton over recent 
years. 
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CHART EB 


COTTON RAYON 


Mr. Horne. The solid black bars on chart E show how those two 
things compared 7 years ago. This is in all foreign countries. Total 
consumption of cotton was about 21 million bales; of rayon about 3 
million cotton bale equivalents. 

This was not right after World War II. This was after a little 
more normalcy had returned. Seven years ago. 

What has happened over this span of the latest 7 years? 

Mr. AsernetHy. About 1948-49? 

Mr. Horne. Yes. The comparison is complicated in that we have 
figures on cotton by crop years and on rayon by calendar years. 

Mr. Apernetuy. I understand that. 

Mr. Horne. So the latest year for rayon is calendar 1955. Go back 
7 years prior to that and you find it was 1948. The latest year for cot- 
ton is the estimate for the current year. Go back 7 years from that 
and you have the crop year 1948-49. 

Now the shaded portions of the bars show the increase over the last 
7 years. Cotton consumption abroad increased about 7 million bales. 
Rayon consumption about 514 million bales. It is very hard for us 
to interpret that as being anything but bad for our side. 

Cotton consumption has increased about one-third over what it was 
before. Rayon consumption has increased to almost three times what 
it was before. This is one of the most drastic trends against us and 
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one of the most serious problems that we have and one of the hardest to 
oo in terms of what we can do about it. 

Mr. Asernerny. Were not those foreign rayon mills constructed 
with American money, most of them ? 

Mr. Horne. I am not aware of it if this was done directly. I think 
that the construction of these plants was made more feasible as an in- 
direct effect of our overall foreign-aid program. 

Mr. Axzert. This is consumption and not production, anyway ? 

Mr, Horne. Consumption. As a matter of fact, the only way we 
can get at rayon consumption is to take rayon production. Rayon peo- 
ple don’t build up inventories like cotton. Their consumption is about 
the same as production each year, 

Mr. Wuirren. Several years ago in the foreign-aid program as con- 
templated, it prowided for the expansion of rayon production in Italy 
and several of these foreign countries so they would not have to buy 
cotton. So foreign-aid program definitely is involved in promoting 
the building of rayon production in Ital , 1 know, and in several 
other countries so that they in turn would not have to buy cotton. 
So definitely it is a factor in it. That is a matter of record. 

Mr. Horne. We have the question now, what does price have to do 
with this drastic foreign expansion in rayon! I don’t think there is 
any way we can avoid concluding that price has a lot to do with it. 

n the domestic market we found a difference in mill cost of 5 to 9 
cents a pound. In foreign countries, generally, the difference is greater 
‘ in favor of rayon. This is for a number of reasons, transportation 
differences, lower labor costs for rayon manufacture, and so forth, 

The foreign rayon producers have been pretty efficient in many 
cases, for instance, in the United Kingdom, Japan, West Germany, 
and so on. But the fact is that in our price study we found, as of 
that time, that whereas our mill cost disadvantage in this country 
was about 4 to 8 cents a pound. Cotton’s mill cost disadvantage 
abroad generally was more like 8 to 12 cents. 

Now prices shift a lot. Of course, cotton prices in the foreign mar- 
kets have declined drastically since that time. The differences must 
temporarily have changed a great deal. But in seeking the reasons 
why we have had these drastic losses to rayon over a period of years, 
there is just overwhelming evidence that rayon’s big price advantage 
on us has been a large factor, In fact, we have reports from rayon 
companies themselves which acknowledge this, particularly Court- 
aulds, the great British rayon company, probably the biggest rayon 
company in the world. They said in their annual report a year ago 
their price was 75 percent of the price of American cotton landed 
in the United Kingdom and they referred to that as a policy. They 
always have a close eye on the price of cotton. They recognize it as 
being fundamental in their current market situation and fundamental 
in their ideas about expansion in rayon. ' 

Mr. Jones. What proportion of rayon is produced in the United 
States ? 

Mr. Horne. The total world production of rayon is now the equiva- 
lent of about 11.8 million bales of cotton and about 3 million of that 
is in the United States. 

Mr. Anernetuy. Three in the United States, 11 in the world? 

Mr. Horne. More than 8 million abroad. 
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Mr. Asernetuy. That is eight abroad? In the past 7 years, what 
percentage of that increase appeared abroad ? 

Mr. Horne. The great major part of it. 

Mr. AnernetHy. Appeared abroad ? 

Mr. Horne. Yes; 7 years ago, the consumption of rayon compared 
with cotton in the United States was much greater than it was abroad 
generally. Cotton occupied a higher percentage of the foreign mar- 
ket than of the domestic market. What has happened over these last 
7 years is that cotton has given a much better account of itself in com- 
petition with rayon domestically than abroad, and as of now, taking 
the foreign world generally, the ratio of rayon consumption to cotton 
consumption is much more nearly the same as it is in the United 
States. 

Mr. Asernetuy. Maybe we are interrupting your line of thinking 
too much. Proceed. 

Mr. Horne. That is allright. Iam here to serve you. 

My thought was that I would just give those brief key charts and 
then proceed to a systematic analysis of what price has to do with the 
the markets of cotton. 

Mr. Wutrren. If I might interrupt, I do it now because I am very 
much disturbed about certain factors from these experts in the Depart- 
ment and the research field. 

In listening to them, I had them run down the figures. We are all, 
of course, interested in agriculture, but the report to me is that rayon 
and rayon acetate, 88 percent is produced from wood and from cotton 
Jinters. 

So actually, we are dealing with two agricultural products when we 
deal with cotton and rayon, so far as the basic supply is concerned. 

The other point by those who advocate reduction in price to the 
American farmer, have pointed to the loss of the tire cord market. 

All of the evidence I have ever heard from those that are supposed 
to know is that we lost it because we have never learned to keep cotton 
from generating heat in tires. And it was not a price matter because 
actually they bought nylon which is terrifically high but it did not 
generate heat. 

The other fact that I mention to you so I hope you will cover it 
is that a representative of the National Cotton Council testifying 
before our committee said, admitted, I may put it that way, that if you 
had a 20 percent reduction in price to the American cotton farmer 
that it would not show up in a big enough differential in the retail 
price of the shirt to make any difference at the retail sales level. 

Well, if a reduction in the price to the farmer won’t show up in the 
reduction in the price of the finished product it leaves me believing that 
our problem is still one of use and meeting the use factors that enter 
into it, rather than one of price. 

But when you say that price enters into it, I wanted to mention that 
hoping that you would cover it so far as you wish. 

Mr. Horne. I will be delighted to do that. You made a number 
of observations there. I will be glad to comment on them. 

Let me see if I can recall each of your points. 

So far as it is a fact that the basic raw material of rayon acetate is 
cellulose, which comes from agriculture, more and more of it is wood 
rather than linters. And this wood pulp provides income to farmers. 
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I think it should be recognized, though, that the farmers’ return 
from wood pulp is a very, very small fraction of the cost of producing 
rayon. Nearly all of the cost that goes into rayon is something other 
than what the farmer gets for the wood pulp. Farmers get the pre- 
ponderant part of the raw cotton price. The farmer gets just close to 
none of the rayon price. 

So far as tire cord goes, the observation you made is in line with all 
of our staff findings when you say that the heat-generating properties 
are significant and also decisive providing we limit this to the heavy- 
duty tires. It is this type of tire in which the generation of heat is 
very important. 

In the passenger tires, my impression, based on all of my talks with 
the technologists, is that the generation of heat by cotton is not the 
major factor. However, to push along with what you were saying, our 
trouble with tire cord has been that the rayon and nylon people through 
their research investments which we have not had for cotton have 
improved their products again and again during recent years, and are 
still improving them. 

I think cotton was researched out of the tire-cord market. That 
is a broad matter of judgment. We are in a situation now where we 
could not gain back the market without a drop in price that is so drastic 
that no one is willing to contemplate it. 

But if we had had a research program comparable with that of the 
synthetic fibers it is quite conceivable, capitalizing on all of the won- 

erful potentials of cotton, of high-strength cotton, of all that is in- 
volved in the processing of cotton against the processing of rayon, we 
might never have lost the tire-cord market, at we might hold it with 
a price comparable to what we have today. 

This is significant to us now mainly in that there are other markets 
that we may lose the same way. 

Mr. Aserneruy. I hesitate to interrupt again, but for the benefit of 
some here who are not from the Cotton Belt, is it not a fact that at 
one time approximately 800,000 bales of cotton were consumed by the 
tire-cord market ? 

Mr. Horne. I believe it reached that high in some years. You could 
go further and say if we had the market today, it would be more 
than that. 

Mr. Apernetuy. And it was at that time the biggest single market 
for cotton ? 

Mr. Horne. Yes, sir. 

Mr. Asernetuy. And is it not also a fact that that market is now 
down to less than 25,000 bales? 

vn ag ama I would think that is a good estimate, tragically 
enough. 

Mr Exusorr. In other words, we have lost it and no chance to get 
it back ; that is what you are saying? 

Mr. Horne. There is no realistic chance to get it back on price. I 
don’t eliminate the possibilities of research to get it back. 

Mr. Asernetuy. Price is not a factor in that item now? 

Mr. Horne. It would take 10 cents a pound, at least, to equalize 
the situation today. A reduction of 10 cents a pound in price of the 
cotton might not do it because the synthetic people are repeatedly 
improving their tire cord through research. They don’t look on us as 
their competitor in this market. Nylon and rayon look on one another 








16 REPORT ON PRICE STUDY BY COTTON COUNCIL 


as competitors for the tire-cord market. They are each spending, we 
think, millions of dollars a year on tire-cord research. Rayon is try- 
ing to hold it. Nylon is trying totake it. Nylon is having some success. 

These factors I put before you bear on the price question, but I 
will try now to proceed with a systematic analysis of the broad ques- 
tion, would a lower price improve the markets for cotton? This is a 
key question. 

If we were sure that a price lowered to some extent would actually 
benefit the farmer by expanding his market sufficiently, then who 
would be against it? 

On the other hand, when we think of lowering the price without 
believing that the expanded market would benefit the farmer to an 
extent greater than the loss in price, who is for it? 

We just have to try to inquire as systematically as we can what a 
lower price would do for the cotton market. There are many angles 
of this thing. Some of them we don’t know much about. Others we 
know a great deal about. This systematic analysis I will try to put 
before you recognizes those parts that we don’t known much about. 
Our ignorance about them do oes not make them any less important. 
Some that we know very little about are very important. 

I will come down the line with six conceivable ways in which a 
lowered price might help the market for United States cotton. I be- 
lieve there are no other conceivable ways. 

The first one was mentioned by Congressman Whitten just a min- 
ute ago—causing retail prices to decline. 

Would a lower price for raw cotton cause retail prices of cotton 
products to decline and therefore cause more cotton to be consumed ? 

He gave us the answer. The answer is “No.” 

The farmer only gets about 13 percent on the average of what the 
retail customer pays for cotton wearing apparel or household products. 
A huge reduction in the price of cotton would be necessary to cause 
a minor reduction in the retail price, and you could not count on it 
then. It might be lost somewhere between the farmer and the retail 
counter. 

Most of that broad spread of 87 percent goes to labor, a lot of it to 
organized labor. You cannot tell what reduction in the price of cot- 
ton might be absorbed somewhere between the farmer and the retail 
price. 

Let us recognize that one for what it is. It is no good as a way of 
improving the market for cotton. 

So we come to the next one: Competing for end uses in the short 
run, 

We have to look at our competition with other fibers and other ma- 
terials this side of the retail counter. You see, we compete with rayon 
and synthetics in the spinning mills and in all of the processes up the 
line from the spinning mill. 

Would a lower price for cotton help us to protect our markets and 
expand our markets by improving our competitive position against 
other fibers? This in turn has to be viewed as a complex subject. 
It breaks down broadly into two big divisions. One side of it is the 
short-run side. You assume that the present situation will continue in 
every respect except a reduction in the price of cotton. Assume that 
the qualities of rayon and nylon and the other things won’t change, 
that nothing will change, except just the price of cotton. 
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This is the short run thing. You have to analyze this in terms of 
what would happen in a year or so. 

This, gentlemen, is a subject that we people in the cotton council 
staff know the most about because we have a wonderful market re- 
search staff headed by Frank McCord, which has been analyzing our 
end-use markets for 16 years for the purpose of determining ‘what 
could be done to strengthen the consumption of cotton in every one 
of them. 

Frank McCord and his staff took 418 end uses; analyzed a vast 
amount of data on price consumptions. Which is the most important 
competing fiber in each use? How does cotton compare with it in 
cost up and down the line? Using information such as this, plus a 
great amount of information from direct market investigations, they 
made their estimates for every one of these end uses. 

And to make a long story short, the results were not very impres- 
sive. They found in total that a 244-cent reduction in the price of 
cotton would gain us, within a year or so, about a quarter of a million 
bales of cotton just by straight ‘competitive improvements. Part of it 
would be by preventing losses that it seems like we are going to have 
with the present price; part of it would be by making gains. 

Five cents reduction in the price of cotton, compared with other 
materials, would get us 760,000 bales. Seven and one-half cents re- 
duction in the price of cotton would get us 1,135,000 bales. Ten 
cents reduction in the price of cotton would get us 1,460,000 bales. 

Look at that up and down the line in terms of the farmer’s prob- 
lem, think of what that kind of price reduction means to him, and 
you will see that it would mean a lot more than the markets it would 
get for him. 

Mr. Wuirren. Your figures there, is that based on the fact that the 
synthetic fibers would stay constant? What is to keep them from 
reducing as fast as you reduce? 

Mr. Horns. You anticipated the very next thing I wanted to say. 

In the first place it does not amount to enough anyhow. ‘This re- 
duction in the price of cotton would not gain us enough by this route 
even if we make the assumption that I stated at the beginning of part 
2, that everything else remained the same. 

Then we have the further fact that on the basis of what informa- 
tion we have, and it is considerable, there would be a great risk that 
the rayon industry would reduce its price and offset our price re- 
duction so that we would gain relatively nothing, you see. 

Then we have the face that whatever we would gain by that route, 
would be by taking something out of the profits of the rayon industry. 
They could and would reduce their prices but it would hurt them, and 
one of our great problems is the expansion in rayon staple fiber pro- 
duction capacity which is going on. 

The main thing that a price cut—the way we are speaking of it 
here—would do for us that is really substantial would be in some way 
that we could not measure at all to dise ‘ourage some of this rayon ex- 

ansion. It would not be the short run improvement that people 
a for. It would be a long-run improvement by discouraging rayon 
expansion. 

But then we go on to a different way in which a reduction in price 
of cotton might improve our competition against other fibers. When 
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you allow time for various changes to come about, when you allow 
time for the quality differences between cotton and rayon to change— 
this probably would not amount to a great deal within a year or two. 
This would have to go over some years, but we can’t ignore it. 

I call this building confidence in cotton. The mills that buy cot- 
ton can’t shift suddenly from cotton to rayon, or from cotton to any- 
thing else; or for that matter, from rayon to cotton. They don’t do 
it as a general practice. Their decisions are slow decisions, made on 
fairly long-range computations. They are concerned not merely with 
low prices right now but with how the whole thing is going to affect 
them over some years. 

When a manufacturer wants to shift from one fiber to another, he 
has to take into consideration the effect on the quality of his product. 
Cotton has big quality advantages over rayon. If it didn’t, why the 
mills would move right on into rayon. Cotton has big quality advan- 
tages over rayon as well as rayon has over cotton. 

he manufacturer cannot ignore that. He has to think about the 
effect on the quality. He has to think about the effect on consumer 
acceptance, the impressions that the buying public have about one 
fiber and the other. He has to think about the effect so far as this 
machinery is concerned. Some textile machinery is better suited to 
cotton, some better suited to rayon, some will only process rayon. 

A mill that was set up for cotton is not an ideal mill for processing 
rayon. The management has to think about all of those things. Those 
things cannot be changed suddenly, but they can be changed if you 
allow sufficient time. 

The mills have an incentive to change. If you can make a 5 to 9 
cent saving in your raw material cost, naturally you are interested in 
doing so. We would deceive ourselves if we thought that the mills gen- 
erally were not interested in doing that. 

As one man told me recently, the mills are working toward finding 
replacements for cotton. You see, the mills themselves have their 
research programs and all of our impressions are that a major part of 
the research programs of the cotton spinning and weaving mills is 
devoted to learning how to use rayon and the other fibers where they 
have used cotton in the past. 

We should not think that this will be totally fruitless. For this very 
reason we have lost important markets in the past. We are losing 
important markets. We stand to lose more, as long as the mills have 
this incentive to go to rayon. 

I am not saying the price of cotton ought to drop enough to offset 
all of that incentive because other factors are always in there, but it 
is an important incentive that we cannot completely ignore. 

I will go on to say that price differences are certainly not the only 
incentive that the mills have. It is not just that 5 to 9 cents’ price ad- 
vantage of rayon over cotton. It is also the more unstable price of 
cotton. 

The mills are not attracted by any up and downness in the price 
of cotton. They like the stable prices of the synthetic. That, as well 
as the level price, is important. 

Another important thing in the calculations of the mills is that the 
synthetic producers have vast research programs that create confidence 
in the future of synthetics. The synthetic industry is spending about 
$60 million a year on synthetic fiber research. Cotton expenditures in 
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the same field are relatively quite small. This also tilts the confidence 
of the mills. 

_ The promotion of the synthetic fibers is also an important considera- 
tion. We think that the total amount of money spent on advertising 
and other promotion for synthetic fibers is about $12 million a year. 
There is nothing comparable to that kind of money being spent by the 
producers of cotton on cotton promotion. 

Mr. Asumore. Why are not more funds being expended and more 
work being done in research on cotton ? 

Mr. Horne. Well, it is very hard for a lot of people to see the sig- 
nificance of it. 

Mr. AsHwore. Is it the lack of interest by sufficient number of peo- 
ple? The cotton grower does not have the money to do it. 

Mr. Horne. Yes, it is the lack of interest. Too few people ap- 
preciate the importance of it. 

Mr. Asumore. The manufacturer probably has reasons not to be- 
cause he can shift to something else. I am afraid that may be the 
answer 

Mr. Horne. The spinning mill can use either fiber. It does not 
really have too much incentive to do research on cotton compared 
with the other things. 

We are handicapped also by the fact that the results of research are 
long range. The more I study the problems of cotton the more I 
realize that we are plagued by the difficulty of thinking long range, 
about research or promotion or price, any one of the three. Those are 
the three things that take markets one way or another. 

Mr. Asumore. If somebody does not get busy they will take all of 
it away. 

Mr. Horne. Yes. 

(Discussion off the record.) 

Mr. Garuincs (presiding). I think that should be in the record. 

Mr, Wurrren. Why in the world does not the cotton industry finance 
its own research—why should Congress do it all? 

I think we need to do the research for agriculture, but it does show 
in these competitive fields the Government is doing it on the one hand, 
and the industry is doing it on the other. 

Mr. Garuines. Sixty million dollars is being spent in research by 
the synthetic interests. It looks like there is a need for Government 
as well as private research. 

Mr. Wuirren. Industry puts up the money in the research field for 
our competitor. For our side of it, the Government does. 

Mr. Lona. I just wondered if we will reach a time when we will 
discuss a little different line of competition with cotton, with Ameri- 
can cotton. 

Mr. Horne. With the foreign cotton ? 

Mr. Lona. Yes, sir. 

Mr. Horne. That comes in the last part of it. 

Mr. Lone. That is one point I am very much interested in. I would 
like to ask a few questions when you reach that point. 

Mr. Horne. That is just fine. 

Insofar as price is a factor in building confidence, causing this long- 
range trend of thinking in the mills’ minds against us, it is not just 
the present price. A onetime drop in the price would not correct the 
whole situation. 
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These people always look on ahead. A mill does not shift from 
cotton to rayon or rayon to cotton this month with the notion it will 
shift back 6 months from now. So they think on ahead. 

What they need to build confidence in cotton pricewise, is some- 
thing that gives them faith in the competitiveness of the price of cot- 
ton over in the future. You have got to build some kind of confidence 
among people looking ahead that cotton is realistic about competition 
that cotton means to face up to the fact that these synthetic fibers are 
lowering cost of production through great research programs and are 
intending to lower their price over the years as those reductions come. 

And we have got to give our customers some basis to think that cot- 
ton means to keep up in a realistic way. This then puts the search- 
light on research and educational work and everything else to lower 
the cost of growing cotton. You have to have a constant reduction in 
the cost of growing cotton. I mean this in relative terms, not in 
absolute terms, as general prices might go up. 

We have to make people believe that the cost of growing cotton will 
stay in line with the cost of producing these synthetics, so that it is 
realistic to stay in line with price also. 

We need to give them some feeling then that in addition to lowering 
the cost of growing cotton, those of us who are so deeply concerned 
with the welfare of the farmer, while never losing sight of the farmer’s 
desperate need for more income, are also going to have in mind this 
desperate need for markets and more markets, and that a lowering 
cost of production will be used shrewdly in the interest of the farmer 
just as it is used shrewdly in the interest of the rayon producer, im- 
proving his income. 

The price of cotton should not go down as rapidly as the cost of 
production. There should be the effect of improving the farmer’s 
income directly, but there should also be something on the other side 
that means that part of the reduction in the cost of growing cotton 
will be used to strengthen his market, and to stand off this aud? down- 
ward trend that we have had and will have in the real prices of the 
synthetics. 

Whether this is realistic at all and whether we have in turn any 
long-range outlook depends absolutely on the amount of progress we 
make in the efficiency of growing cotton. A price founded on rapid 
progress in this respect is the kind of price that would answer this 
problem of building confidence in cotton. 

en Does anybody know how much it costs to produce 
rayon ¢ 

Mr. Horne. At the instance of this subcommittee some years ago a 
study of that subject was made. There has not been one in recent years. 
We have the feeling, based on what we can pick up here and there 
studying the financial reports of the rayon companies and all, a broad 
general feeling that in the case of rayon staple—the one that interests 
us most here—they could stand a 3- or 4-cent reduction in price or may- 
be more, before they started losing money, assuming they keep up a 
pretty high level of operation. That is a broad guess that I can’t docu- 
ment. That is our impression. 

Mr. Jones. The graphs you showed a minute ago, at least, indicated 
to me that rayon was just following the trend of cotton there and just 
keeping under it. And that they are in a better position to come down, 
apparently, than we are. 
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Mr. Horne. They are. 

Mr. Jones. Is that not true? 

Mr. Horne. Yes, sir; your conclusions are exactly right, in my 
opinion. 

Mr. Jones. In other words, we are just setting the price of rayon by 
our price of cotton and they are just keeping a little under us. 

Mr. Horne. There has been that experience over the Jast 10 years. 
It runs into conflict with the experience of the last 12 months. The 
rayon industry has lowered its price ; cotton has not, so far. 

My own opinion is, though, Congressman, that this is a good illus- 
tration of the fact that these people think long-range. They don’t win 
or lose markets on what is happening this month. It was along about 
the time that everybody came to be of the opinion that there was 
going to be a reduction in the price of cotton in the next season—I mean 
im the support level of cotton—that the rayon industry cut its price. 

Mr. Jones. They just anticipated that? 

Mr. Horne. Yes, sir. From the standpoint of their customers, when 
the lowered support level came to be thought about and talked about 
and believed in the market, that was it. It is not merely the price 
right now—it is the price over in the future that their customers 
look at. 

Mr. Apernetuy. I might take that a step further and ask your 
opinion as to whether or not we are also setting the price of foreign- 
produced cotton ? 

Mr. Horne. Would you mind if I come to that in a minute? I will 
say what I know about that then. 

Mr. Asernetuy. Very well. 

Mr. Asumore. On this rayon—I know from experience, in my dis- 
trict some of the mills have converted from cotton to rayon. The 
entire industry is not in too good a shape in rayon, part of it having 
its ups and downs. 

Mr. Horne. It is. AsI said briefly at the start, they are in a particu- 
larly bad way right now. 

Mr. Anernetuy. What do you mean by that? In what way? 

Mr. Horne. To put it in perspective, last year rayon made big com- 
petitive gains on us. There has been some trend back to cotton in 
recent months. I don’t have the figures in much detail, but the rayon 
people—processors of rayon—currently have been knocked back some- 
what more harshly than the cotton. Their market is weaker. The 
demand is less strong. 

Mr. AnernetTuy. Because of what ? 

Mr. Horne. The primary reason is, we think—we have gentlemen 
here who know more about this than I do. They can correct me if [ 
am wrong. The primary reason is that our success in pushing cotton 
in apparel fabric, through new finishes, the wash-and-wear finishes, 
is causing quite a trend to cotton just now. 

These temporary things are always in the picture. I don’t think 
we should conclude from this that that trend will go on indefinitely. 
But certainly it is a trend just now. 

We have to recognize it. 

Mr. Hagen. How many producers of the basic rayons are there? 

Mr. Horne. There are about eight. Those that amount to the most 
in volume in this country are: American Viscose, the biggest viscose 
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rayon producer; Celanese, the biggest in acetate; Du Pont, which is 
important in both; Industrial Rayon, Tennessee Eastman division of 
Eastman Kodak; American Erba, Beaunit Mills, which own North 
American Rayon and so forth ; and Courtaulds. 

Mr. Hagen. Do they compete pricewise or have they got a tight 
little deal ? 

Mr. Horne. The studies that have been made of that indicate that 
definitely this is an industry that follows price leaders. All of the 
performance of the market indicates that. They follow price leaders. 
It is like price setting in a lot of our big industries that are character- 
ized by what we speak of technically, in economics, as monopolistic 
competition. 

When the time comes that the industry as a whole thinks it advisable 
to raise or lower the price, one of the big fellows will test it out by 
raising or lowering his. The others will follow. If they do not follow, 
he will come back. 

Mr. Hagen. If cotton disappeared as a commodity, the cotton spin- 
ning mills would be at the mercy of these companies. I mean, if cot- 
ton disappears as a commodity, the mills would be at the mercy of these 
companies. 

Mr. Horne. Yes. The economy would be set back enormously if 
i lost the cotton industry. We would be set back in our world leader- 

ip. 

I can make a speech on that. 

Our cotton, in a military and in an economic way, contributes to 
the stability of the whole world; and in this country our cotton indus- 
try is essential. That is over and beyond its importance to the millions 
of people who depend on it directly. 

I will go on then, gentlemen, to the fourth of these ways in which 
a lower price might conceivably help the market of cotton. So far 
we have found two that are not very promising and a third which 
I evaluate as being quite important. 

The fourth, we term “Discouraging Competitive Production.” 
Would a lower price for cotton discourage the production of com- 
peting materials, and particularly foreign cotton ? 

Gentlemen, this is one of the most important questions, and so far 
as I know, after a lot of investigation, it is the one that we probably 
know the least about. This is one of the biggest gaps in our knowledge. 

We can say this: Commonsense says, “Yes, it is important; a lower 
price would discourage foreign production.” Commonsense says that 
the prices of recent years have been a major contributor in the en- 
couragement of foreign production. 

No one to my knowledge has any way of estimating with any pre- 
cision at all how much reduction in the price would bring—how much 
effect in discouraging foreign cotton production. There is no avail- 
able knowledge by which to measure it and in my opinion this is a 
subject that we should all be deeply concerned to learn more about. 

Another thing we know is that because of the importance of the 
policies of the foreign governments growing cotton, any calculated 
reduction in foreign production in the single year might be upset. 
The export taxes of foreign cotton producing countries, their policies 
regarding exchange rates, their policies regarding credit to the farmers 
and the provision of water to the farmers, many things can be inter- 
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jected as offsets to a change in the price, so far as it affects the foreign 
cotton producer immediately. ' 

Mr. Wuirrten. I dislike interrupting again. Some of us spent about 
4 years trying to get this point over. The basis of your argument here, 
your presentation is not an attack on the price-support program 
but whatever the price support level in the United States may be, 
the authority of the Commodity Exchange Corporation to sell cotton 
abroad in world trade on a competitive basis exists. So whatever the 
support level might be to discourage competitive production abroad 
by selling at a lower price can easily be met, so far as existing law 
is concerned, and if the Department will carry out its contention of 
keeping our cotton competitive in world markets as they have an- 
nounced, in a short period of time you will have some idea as to what 
the effect is on foreign production. 

I mention that because some of us have fought for 4 years trying 
to get it over that all this effort to reduce price supports so we could 
get foreign markets was completely misleading and erroneous because 
it was not essential at all, the basic law provided it. 

I just wanted to make that point here because it has been made by 
me and others in the Congress so much that I wanted again to show 
in the record that efforts to meet this competitive situation and to see 
what the effects will be does not under the present conditions require 
any change in the price-support levels in the United States. 

Mr. Horne. I believe before you came in I introduced my remarks 
by saying that this research study was made without reference fo any 
program, past, present or future. We are just trying to say: Here is 
the cotton supply and demand situation, here is what is happening to 
our markets, quantities involved, what would prices have to do with it. 

Mr. Wurrren. Not only your organization but others have in times 

ast taken the position to reduce support levels based on getting our 
foreign markets back, when there was no such requirement in the law. 
And only in the last year have we been able to get others to recognize 
that fact. And I did not want to have it taken as an argument against 
price-support levels over here because it is not essential insofar as sell- 
ing in world trade on a competitive basis. 

I wanted the record to be clear on that. I realize you are not but I 
don’t want others to take your statement as requiring a change in law, 
which is not required. 

Mr. Horne. I will go on with my study rather than to get into that. 
Would you mind? 

No. 4 is really the important one for improving our exports, as I 
see it. And for the reasons I have stated. 

I think I have almost concluded there. I was going to say that in 
spite of any temporary obstacles or complications that might be inter- 
jected, it seems abundantly clear just in commonsense that over time 
in any case a lower price would have some effect on foreign production, 
even if it had to be mainly because the governments of foreign coun- 
tries found cotton less rewarding and less profitable, even if it had to 
come around at a time when they were discouraged from encouraging 
cotton production because the revenues of the Government were down, 
and it might be a long-range thing. 

Now for No, 4. I am going to try to run the whole gamut of theo- 
retical ways in which a lower price might help us. Before I leave, I 
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should not omit the fact that discouraging rayon capacity expansion 
is another aspect of this. 

No. 5 is called Competing for exports in the short run. Would a 
lower price help us undercut foreign sellers of cotton in competing for 
markets where the cotton involved has already been produced 
i My apreron is that experience indicates the answer is largely 

No.” The way you get at it is not by this route. Once the foreign 
producers of cotton have a stock that they have produced, intending 
to sell it, the trouble is already there. 

Foreign cotton is produced generally in any financially weak coun- 
tries. Generally where they produce it they depend on its desperately 
for foreign exchange as well as for Government revenue, and there is 
not much experience that indicates that they will hold it long. They 
go on and sell it at whatever price it takes to sell it. That is the gen- 
eral characteristic of the market in that respect. 

So the real way to get at it is to look back a step and keep them 
from growing the cotton in the first place. Surely, in any funda- 
mental effort to improve our position against foreign cotton pro- 
ducers, we have to discourage them from growing the cotton in the 
first place, rather than be preoccupied with competing in the market 
with cotton they have already produced. 

Mr. Asumore. We are encouraging them to grow it; are we not? 

Mr. Horne. Yes. 

Mr. Asumore. What will we do about it—what are we going to do 
about it ? 

Mr. Horne. That is a big and important subject. My task has 
been to analyze the situation rather than propose a specific program. 

Then the sixth thing that I think completes the picture, in which 
a lower price might expand our markets, is causing customers to in- 
crease stocks. 

We know that foreign cotton stocks are very low, much too low. 

Mr. Lone. I would like to go back to this competition question for 
half a minute. That is the point that worries me a great deal. 

I think some of the rest would like to know the question that I have 
in mind. Realizing that only so many million bales of cotton can be 
used by the entire world, that is just so many, that is all, and then it is 
through. For the past several years we have been concerned with the 
cut in cotton acreage, the thought being that that would decrease the 
growth of cotton—I mean the amount of cotton that we produced, the 
production of cotton. 

I would like to know if our decrease in acreage, at the time that we 
have decreased the acreage, have foreign countries increased their 
acreage ¢ 

Mr. Horne. Yes, sir. 

Mr. Lone. If that is true, then what good will it do us if we go on 
decreasing acreage while the foreign countries take up the amount 
that we decrease? Then we are really not getting very far with our 
program of decreasing acreage or trying to control the market. 

The thought that comes to me is that we are probably living in a 
country where we do not know what is going on. If we continue to 
decrease our acreage here and they continue to increase their acreage 
out there, won’t the time come when we won’t grow any cotton at all? 

Mr. Horne. Yes, sir. 

Mr. Lona. So we have got to meet it with competition. 
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Mr. Horne. Yes. 

Mr. Lone, I do not know what the thought is. 

Mr. Horne. That is right. There is a problem that all of us are 
deeply disturbed over. It is an impossible trend. It can’t be tolerated. 

Mr. Lona. I would like to make this further observation—that a 
lot of our foreign-aid program seems to go to countries that we are 
aiding to create more ground, more land to raise more cotton. 

So then we are going to have less acreage if they have more looking 
into - fact that only so many million bales can be used yearly in the 
world. 

Mr. Horne. Yes, sir. That is my thought. World consumption 
has been trending upward, but nevertheless, we will lose all our export 
market if de don’t discourage some foreign production. 

Mr. Long. That is the question that is really bothering me. It isn’t 
a question of nylon or rayon or wool or anything else. The question 
to me is, are we going to manage ourselves out of the cotton business 
entirely and foreign countries pick it up ¢ 

Mr. Gaturnes. I think the gentleman has made a good observation. 
It looks to me like you would come and visit this Cotton Committee a 
little more often. We would be delighted if you would. 

Mr. Downy. You probably have the information. Has any of our 
reduced cotton production in the United States resulted in a reduced 
world production of cotton ? 

Mr. Horne. No, sir, not tomy knowledge. 

Mr. Dowpy. World production has increased in spite of our reduc- 
tion, is that not true, actually ? 

Mr. Horne. Yes, sir. 

Mr. Apert. Every time you take an acre out of here, you put it in 
somewhere else, or an acre and a half ? 

Mr. Horne. So far as price can get at that, that is what item 4 is. 

(Discussion off the record.) 

Mr. Arsert. Let him finish his main presentation and then let mem- 
bers come back with questions. 

Mr. Horne. I will finish in five minutes. Will that be all right? 

Mr. Garuines. Just goahead. Take your time. 

Mr. Horne. Then the sixth way is by causing foreigners to increase 
stocks. Foreign stocks of cotton are quite low. Would a lower price 
cause them in increase stocks? The answer seems to be, and this is 
largely commonsense and common knowledge of how businesses oper- 
ate, that the lower price would have this effect if it created confidence 
in the price level; that is, if it made them feel that the price was not 
going lower; then it would cause them to have an incentive to increase 
their stocks. 

If it made them feel that the price over in the future was going 
higher, it would have a much greater tendency to cause them to in- 
crease stocks. But the primary thing in causing our foreign cus- 
tomers to increase stocks is not so much the level of the price, but it is 
the conviction that we create in their minds as to the future course of 
the price. 

And, of course, causing them to increase stocks means causing more 
of our cotton to be exported in one season. It does not establish any 
long-range improvement in our exports. But so far as getting a 
quick short-run increase in the offtake of cotton anywhere, this is 
probably the most logical of all of the ways. Generally, we haven’t 
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found much in the opportunities to get a short-run increase in the off- 
take of cotton. It has centered to a large extent in No. 6. That is 
the most promising of them all. 

Mr. Jones. On the same thing, according to those graphs, you say 
that would just cause it for 1 year and we might anticipate that 5 
million bales for 1 year, but then according to your charts, we can 
look only to about a 3 million export after that stock has been built 
up; is that not right ? 

Mr. Horner. If the situation on that chart were not improved, but 
it has to be improved. ; 

Mr. Jonrs. Yes; but it seems to me that we are in the position that 
we can only, over a long-term program, look for about 3 million bales 
export there. When we talk about 5 million we are going to have 
to improve a lot of situations and change a lot of things, in order to 
get there. 

Mr. Horne. Over the long run we have to work on causing foreign 
consumption of cotton to increase and keeping foreign production of 
cotton from increasing enough to take up the gap. We can widen 
the gap by working on both. That is the long range. 

Mr. Ausert. What other great factors are there in this overall 
picture besides the price? 

Mr. Horne. The great factors in the overall picture of competition 
among fibers are research and promotion and price. Those are the 
three big ones. 

Mr. Gaturnos. Would you put in the record—I was not here for 
the whole presentation—I wonder if you put in the record just what 
the consumption of cotton is in various sections of the world. Did 
you put that in? 

Mr. Horne. No,sir. That could be done. 

Mr. Asernetuy. He put in the overall but did not break it down. 

Mr. Garurnes. Overall of what? But as to sections I wondered if 
you could supply that for the record. 

Mr. Horne. Yes. Off the top of my head, I think I would be rea- 
sonably accurate in saying that the per capita consumption of cotton 
in the United States is now about 26 pounds per year. 

In Europe, West Europe, it is about 9 pounds. 

Mr. Anernetuy. The other day I read a statement of a long-range 
inquiry into the consumption situation made by someone with regard 
to all agricultural products, that by 1965 they anticipated that there 
would be—I do not remember the exact figure—but it was 2, 3, 4, or 
maybe 5 or 6 pounds reduction, in consumption of cotton in the United 
States, for 1965. Do you know anything about that? 

Mr. Horne. Yes. I know something about that. From my particu- 
lar acquaintance with that study, it did not seem to reflect any un- 
derstanding at all of what can make a fiber market dynamic. 

Mr. Anernetuy. I believe the survey was done by someone connected 
with one of the eastern universities, was it not? 

Mr. Horne. Yes, sir; it was, if I understand, published by the Na- 
tional Planning Association. It was prepared by two distinguished 
agricultural economists. 

Mr. Anernetnuy. Do you disagree with it? 

Mr. Horne. I disagree with the failure to recognize what can make 
the consumption of cotton increase. 

Mr. Aperneruy. In other words, that recommendation—I mean 
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that projection was made on the theory that all factors would remain 
as they are now. 


Mr. Horne. Right; yes, sir. 

Mr. Warren. Mr. Chairman, I would like to follow this up. The 
oint I was trying to get a while ago—whatever your argument may 
e about price, so far as foreign countries are concerned, under the 

basic law that we can stay competitive. And this point I would like 
to make here is that foreign mills that were the subject by investi- 
gators from Congress and those that have followed it up with letters 
have not evidenced any particular interest in reducing the world price 
of cotton. 

What they have pointed out is that if the United States wishes to 
retain its foreign markets we must give them an assurance that we 
will be in the market on a competitive basis year in and year out, 
which might or might not come from a reduced price. 

Of course, we can see the world supply situation will mean reduced 
prices. But it is not an assurance that we will not lower the price but 
it an assurance that if lower prices are essential to our staying in the 
market and that we will be in there each year and that our product 
will be competitive with whoever else is in the market, then they wish 
to keep getting American cotton. 

So it is completely separate from reduced price. It is a competitive 
thing. Will we stay competitive ¢ 

The point I make again is that the present law contemplates that 
we should have stayed competitive in these years where we do not 
export any cotton. This comes from—not in your category at all, but 
it comes from listening to a whole lot of people that we have had 
studying it and bringing together the facts. 

Foreign expanded productions in countries that are increasing not 
to supply their domestic needs but have increased primarily for ex- 
port to get foreign exchange. That has come about from what all of 
these people have told me because here is the United States, formerly 
that could dominate the whole cotton world situation—now we can- 
not—holding this umbrella and refusing to be competitive and vir- 
tually giving them an assurance if they will go in cotton and sell it 
about 2 cents below us, here is a ready source of foreign exchange. 

So it comes back, as I see it, from all of this, that we need to give 
assurances that we will be competitive year in and year out as au- 
thorized by present law rather than giving any assurances that we are 
going to lower the price. 

Lowering the price, I do not think, will get any market back. That 
is, from foreign cotton competition. But a competitive price will. 

Now I mention that for whatever attention you might wish to give it. 
I didn’t mean to get you into a discussion of existing law a while ago. 
That has been threshed out and I think it is agreed on now that the 
law does permit competitive sales. 

Everybody who want to get our cotton wants that we give them 
assurance that we will be in the market, and our price will be com- 
petitive rather than be lowered. 

Mr. Horne. Would it be appropriate for me to probe your thinking 
just a bit further on that? 

Mr. Wurrrten. I do not mean to be argumentative but this thing 
has been the subject of so much here that I am taking advantage of 
you. 
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Mr. Horne. Is it a part of your approach to this, Congressman, that 
within a given year, after foreign countries have produced cotton and 
have it for sale, we can cut our price low enough in a competitive sense 
so that they won’t sell their cotton ? 

Mr. Wurrren. I think in a given year as you clearly analyzed it, 
the benefits, what I talk about, will not show up in any 12-month period. 

Mr. Horne. Then we agree that the really important sense in which 
we need to be competitive is competitive in keeping them from growing 
as much cotton as they are likely to grow otherwise. 

Mr. Wurrten. Year in and year out—it has to be a constant policy. 

Mr. Horne. It has to be pointed at discouraging their production. 
That is what it comes to. What price would discourage that produc- 
tion is not adequately understood—we don’t know enough about that. 

Mr. Wurirtten. That is where I am drawing the issue again. It is 
not a matter of price but it is that our price will be competitive each 
and every year wherever that level might be. 

Mr. Horne. Competitive? If I understood you, you didn’t mean 
competitive in the sense that we could beat them to markets with cotton 
they have already produced ? 

Mr. Wuartrren. No. 

Mr. Horne. But competitive in the sense that will discourage them 
from growing in another year. 

Mr. Wurrren. That is right. 

I think that our former customers—and this comes from visits with 
these people—in every instance they have said our cottons have certain 
qualities that they prefer, and they would prefer to continue using 
American cotton, but when they were dealing with a country that 
might or might not sell and for 3 or 4 years would not sell, what we 
wanted was not that we lower the price, but they could come to us and 
have us match the other fellow’s price year in and year out. 

I agree with these other countries having to get rid of cotton the 
first year we might not get the benefits, but over a period of time I 
strictly agree with you. 

Mr. Horne. Mr. Chairman, if you would like, I have singled out 
2 or 3 paragraphs of our report that I thought would summarize these 
general findings. Would you like that? 

Mr. Garurnes (presiding). Yes, sir. 

Mr. Horne. United States cotton has much to gain from a lower 
price but most of the gain will be of a long-range nature. Within 1 
year’s time the increased consumption caused by a 214-cent or 5-cent 
reduction in price probably would be disappointing. 

Within 2 or 3 years it is likely that the effects would become much 
greater. Over longer periods the resuiting gains might run into mil- 
lions of bales. 

But it is important to recognize the significance of timing—tim- 
ing—not only in the kind of results to be expected, but also in the kind 
of price that is needed. 

What is needed is a price policy founded upon steadily declining 
costs of production which will make both our customers and our com- 

yetitors believe that in future year s the price of United States cotton 
is likely to hold its own or even trend lower as compared with the 
price of competing materials. 

This definitely does not mean that the net incomes of farmers should 
trend lower. On the contrary, there is a very urgent need for cotton 
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farm income to trend upward. If our cotton is to have any future, 
the: farmer must have an income situation which enables him to com- 
pete for labor and the other resources of production and which en- 
courages the investments that are required for efficiency today, and 
which will attract and hold the able management that efficient cotton 
farming requires today. 

When a man looks straight at this, and when he also looks straight 
at the requirements of the market, and when he realizes that a sound 
price’ must ‘meet both requirements at once, he begins to sense the ter- 
rific urgency of getting our production costs down and down with 
all speed that we can muster. 

And then one final question: Can any price policy by itself put us 
on the road to a really good future for United States cotton ? 

The answer definitely is “No.” Wherever we have turned in this 
study, we found evidence that we need a better price policy, but that 
price alone will not really.do the job. Dig where you will into the 
real facts of the fiber markets, anid you will find that these markets 
are not generally won or lost by price alone. They are won or lost 
by the combination of price, quality, and promotion. 

f our price were lowered to any conceivable level, now or in the 
future, and if we did not step up the pace of our research to improve 
the usefulness of cotton, and also the pace of our promotion, we 
would still see our markets gradually eroded away. 

The synthetic industry is spending at least $60 million a year on 
research devoted to fibers. Cotton, a much bigger industry, is prob- 
ably spending about $14 million from all sources, public and private, 
combined. 

The synthetic producers are spending perhaps $12 million a year 
on promotion, while the chief promotion financed even partly by the 
producers of cotton is that of the Cotton Council, costing around half 
a million a year. 

Price alone cannot offset all of this. It could improve our com- 
petitive position for a time, but as the years passed we would still 
see that our house was built upon sand. 

We are up against the toughest kind of competition. It is slugging 
us with three weapons, quality, price, and promotion. I should say 
research aimed at better quality, price, and promotion. 

We cannot fight back effectively with any 1 or 2 of these 3 weapons, 
or with 3 relatively weak weapons. 

But there is an expanding market for fibers in the world as a whole. 
The question is whether we are going to compete for it, and make it 
expand more. We cannot really compete for it by qualify alone or 
price alone or promotion alone, and we cannot change the whole pic- 
ture overnight with all of them combined. 

But if there is wise and adequate use of all three competitive weap- 
ons and if they are given enough time to do their work, we can even- 
tually build far bigger markets for American cotton than we have 
ever known before. 

Mr. Garuines. We are grateful to you, Dr. Horne, for a very fine 
presentation. I just want to say to you that you no doubt realize 
that this study is appreciated by the House of Representatives by vir- 
tue of the fact that so many have come here today to listen to the 
discussion. 
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Many of the Members were not able to come that, would like.to 
have been here and they have sent their administrative assistants to 
sit in and take notes at this meeting. 

The Nationa] Cotton Council should be commended, you, Dr, Horne, 
commended as well, for a very marvelous work that you have presented 
to us today. If you care to have anything else put in the record, any 
part of your brief that was not covered, if you would want to extend 
it, we would like to have the benefit of it, because this record will be 
printed and made available to all of us who are interested in cotton. 

Are there any questions ? d 

Mr. Roserts. I just want to join the chairman in what he said about 
Dr. Horne’s statement. I had planned to be here this morning but 
I was on another very urgent matter. What I heard was very interest- 


ing. 

i would like to join with the chairman in my thanks to you for this 
very excellent statement. 

Mr, ALEXANDER, I would like, also, to join these remarks and thank 

ou for the very fine statement. To me it has been enlightening to sit 
in on this kind of discussion. 

Mr. Asernetuy. I have some charts in my office that were supplied 
last year by the United States Department of Agriculture. 

One of these charts shows, I think this is correct, world foreign 
production of cotton since 1916; that it has been on an increase. 

If that chart is correct, the world production of cotton is not a new 
thing. I mean the increase in production is not a new thing. 

Mr. Horne. That is right. 

Mr. ABERNETHY. It showed that exports since 1920, from foreign 
producers of cotton, have been on an increase. 

Assuming those charts to be correct, and I am quite sure they are, 
is this increase in world productioin which we are experiencing now 
a new thing or is it as a result of something steady that has been 
growing for the past 30 or 40 years? 

Is there anything in the atmosphere now that has accelerated it or 
has it been a natural thing for the past 40 years—the increase and their 
exports? 

Mr. Horne. We have present members of the Council’s Foreign 
Trade Division, including the Director, whom I mentioned earlier, 
Read Dunn, who is our best authority on that subject. I would be 
happy to have him give his opinion. 

“ou correct me, gentlemen. 

I certainly check with the facts you gave. I think that through all 
of these decades, the factors that are bothering us most have been 
bothering us. I think they are in accentuated form now. 

Mr. Anrrnetuy. Let me put it this way: Do you think that the cur- 
rent situation would have prevailed irrespective of the price of Amer- 
ican cotton? 

Mr. Horne. No, sir. I think that a lower price for American cotton 
would have discouraged some of the foreign expansion, and a price in 
which they could have placed less confidence would have discouraged 
some of them. 

Mr. Aperneruy. Let me ask you this question, or to point out this 
situation. 

I was down in Peru last fall. I didn’t have an opportunity to go 
into Brazil. I wanted to. Anyhow, in Peru we learned that they paid 
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cotton pickers:25 cents a hundred. ‘That is about $3.40 to $4 per bale. 
We pay pickers in this country an amount per hundred equivalent to 
the amount they pay for a whole bale. 

Of course, the harvesting of cotton is probably the most expensive 
portion of the entire operation. ; 

I was also advised—or this committee was, some members of the 
committee at least—at a hearing we had in Texas by the commissioner 
of agriculture of the State of Texas that in his judgment they could 
produce and sell cotton in Mexico for 15 to 18 cents a pound and make 
a — on it if they had to do so to meet competition. 

So long as we are faced with these low production costs in Peru, 
and in Mexico, in Central America, and in other sections of the world, 
how far can we go to meet price; how much reduction would result 
in this production if the price of American cotton was reduced 2, 3 or 4 
cents a pound? 

My opinion is—I don’t know what yours might be—but my opinion 
is that they can undercut. most any price we set. 1 wonder how dis- 
couraged they’would be. I question whether it would discourage them 
very much, 

Mr. Avexanper. Is not the whole crux of this that the foreign-aid 
programs put more shots in the arms for the increased competition in 
relation to cotton than any other thing? 

Mr. Horne. I think we would have to acknowledge, certainly, that 
foreign aid has been a factor in the expansion and a new factor over 
and beyond the ones that have been operating for 30 years and more. 

I say again that this is where our ignorance is greatest, this field 
of what price would knock foreign cottongrowers back in production. 

I would go on and add that the situations vary widely. 

It is my impression primarily from the foreign-trade authorities 
on our staff that Central America would be a case where the cost of 
production is quite high. 

Mr. Asernetuy. Their labor is not as high. 

Mr. Horne. They have an insect problem that makes it very expen- 
sive, and other things. Mr. Mobley is here. He is an authority on that, 
has been down there, feels that it would not take a whole lot of price 
reduction to affect them substantially. 

We have the general situation that 25 million bales of cotton are 
grown outside of the United States. Price is bound to affect some 
margin of it. There are going to be marginal producers who will be 
tilted one way or another by considerations of price. 

It would not take a big percentage of 25 million bales to be im- 
portant to us in our export program. 

Mr. AnernetHy. You probably would not care to comment on this, 
particularly on the record. It has been advocated here—and I am 
coming to it more every day—that because of high cost of production 
under our ‘standards—that. applies to all commodities or more or less, 
and all products of every kind—that I question whether or not we can 
ever meet that foreign competition unless we meet it under some sort 
of a system, similar to that which my colleague from Virginia brought 
to my attention, a program comparable to the sugar industry, to that 
of the wool industry and which, putting it in the reverse, would give 
us the same treatment in the foreign market that these two commodi- 
ties have in the domestic market, by way of a subsidy. 
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Everyone hates that word. But we just might as well face it, 1 
think. 

Of course, we have debates among ourselves, from my friends from 
Arkansas and from California, and so on, that one section of the belt 
can produce cotton cheaper than the other. I do not know whether 
the West can produce cheaper or not. That is not the solution to 
the problem beltwide. It might be a solution to one end of the belt. 
It certainly is not a solution beltwide when try to concentrate the pro- 
duction of all of the cotton in one section of the United States which, 
of course, will never happen. 

I do not see how we can ever meet the competition of the production 
of cotton when they can pick it for 25 cents a hundred in foreign lands. 
I know the production of cotton in Peru is small as compared with 
that of the world. It is only about 400,000 bales. 

Nevertheless, it is the particular commodity with which the Peru- 
vians finance their Government today. They are now getting an ex- 
port tax of 4 cents a pound on every bale that goes out of there. If 
need be, they could reduce price by that 4 cents. 

Mr. Horne. That is correct. 

Mr. Asumore. The same thing in Brazil, Ceylon, India, Egypt— 
they can produce it much cheaper than we can. 

Mr. Aserneruy. I am trying to make a point and argue it, tov, 
I guess. 

Mr. Garutnes. Mr. Hagen, I wonder if you would like to make a 
statement with regard to this point. 

Mr. Hageen. I would like to ask one question. You said that the 
price of cotton was going to have to decline in terms of the decline 
in the cost of producing cotton. Is that correct ? 

Mr. Horne. Yes. I suggested that, as the cost of production is 
reduced, the price of cotton should be allowed to decline, but at a 
rate that would permit the farmer's net income to rise. 

Mr. Haeen. In your conelusion, is it not also implied that the only 
way to reduce the cost of cotton is to increase the size of the acreage / 

Mr. Horne. That is not the only way, sir. We certainly know that 
is an important way, if it is feasible to do it. At any given acreage 
there is a tremendous potential for resarch and education to lower the 
cost of growing cotton. Then if we can also expand our market and 
get larger acreages, we will have another tremendous factor working 
on our side for lowering cost. 

Mr. Hacen. Your point of the lower price and greater volume means 
larger farms, more or less; does it not ? 

Mr. Horne. Excuse me, I didn’t hear that. 

Mr. Hacen. You would give the farmer the same income on the 
lower price because he would have a larger volume, a larger farm ? 

Mr. Horne. What I was thinking of primarily was getting his costs 
down through research and education. Then as promptly as we could 
also expand markets, we could get the costs down another way. All 
of those things are involved. And they all tend to be very important. 

Mr. Hagen. There has been a great deal of research in terms of 
getting sufficient fertilizer and so forth to put.ona given acreage. That 
has probably reached an optimum point. There are methods of har- 
vesting and growing cotton in terms of machinery which are not fully 
explored, but that implies a very large capital investment, larger 
acreage, and a larger farm. 
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So if you are going to have this reduction in cost, you will have to 
contemplate larger farming in cotton. 

Mr. Garutnes. Due to the time being about up, I hope that we 
would not conclude this meeting without having a word from Read 
Dunn. Practically everywhere I went in Europe, and I visited seven 
countries there during the fall, I found that Read Dunn had been 
there fostering his promotional compaign, and I just wish that you, in 
a very short time, Mr. Dunn, would tell us something about the cotton 
promotion campaign of the National Cotton Council, which you have 
been out in the forefront on. 

It is most important and essential. That is the only answer to this 
problem, to increase consumption here and abroad. You have done a 
great work in that field, Mr. Dunn. 

Mr. Reap Dunn. Let me take half a minute to comment on Mr. 
Abernethy’s question here. There is no doubt of the facts to which 
he points, that the expansion in production of cotton is the long- 
term trend that has been going on for 40 or 50 years. I think there is 
no doubt whatsoever that this expansion will continue in some areas, 
regardless of what the price is. 

You cannot put price low enough to discourage production in some 
areas over the world. It is associated with economic development in 
some countries which are bound and determined to make more com- 
plete use of their natural resources. 

To try to put into figures the expansion that may result from this 
reason is quite difficult. You mentioned Peru. There is some possi- 
bility of expansion in Peru, but it is extremely limited. 

Mr. Asernetuy. | understand that it is limited now. 

Mr. Dunn. But the areas which have possibilities for large-scale 
expansion are primarily in the Middle East, the large arid and semi- 
arid areas. There, production increase is directly related to an in- 
crease in irrigation facilities. That will require large capital invest- 
ments. 

If the capital has to be gotten out of the price, then the possibilities 
of developing such capital are much less at a lower level than at a 
high level. 

Then in the Temperate Zone, in countries like Brazil and the Argen- 
tine, where land and water are abundantly available, there is a real 
shortage of labor, with industry competing with farmers for labor, 
and a heavy capital outlay is also required for land development and 
machinery, and so forth. 

There again you have the strong relationship with price. If the 
price is not sufficient to justify this large capital outlay for equipment, 
further development will be discouraged. 

On the question that Mr. Gathings raised, there is great interest on 
the part of the major cotton-consuming countries around the world 
today in the possibilities of strengthening cotton’s position and in- 
creasing the consumption of cotton in those particular countries. 

Many other countries have been having the same experience we have 
in the United States of income going up much faster than the con- 
sumption of textiles. In the rest of the world the consumption of 
other fibers is also going up at a higher rate than the consumption of 
cotton. 

We and they feel there is a real opportunity to stimulate cotton 
consumption. 
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At the present time we are working with 10 different countries on 
research development and promotion to expand cotton consumption. 

Mr. Garuines. Would you name those countries for the record? 

Mr. Dunn. At the present time we have cooperative agreements 
with France and Japan; we have one in the process of being approved 
with Germany. We are negotiating agreements with Italy, Austria, 
and Spain. We are also working closely with Holland, Belgium, 
Switzerland, and the United Kingdom. All the countries in this lat- 
ter group want to have a program with the United States. They all 
are already doing some work on their own and as soon as funds can 
be provided, I think there will definitely be cooperative programs. 

Everyone, I am sure, appreciates that the programs designed to ex- 
pand the demand for cotton products on the part of the ultimate con- 
sumer are essentially long-range programs that must be conducted 
over a period of years to be successful. It is also recognized that the 
best that can be hoped from these programs is that they will increase 
the opportunity for United States cotton exports. In order-to take 
advantage of the opportunity and actually increase sales, United 
States cotton also must be able to meet its competition from the stand- 
point of quality and price, as we have already discussed. 

Realizing that these are long-range programs which will take con- 
siderable time to develop and get underway, and assuming that pro- 
grams and policies will be devised to put United States cotton in a 
competitive position, we are endeavoring to interest the consumer 
countries in programs to this end. 

The decision to work with other cotton-consuming countries was 
made on the basis that opportunities for expanding consumption are 
great. You recall the figures that have been used many times be- 
fore, that the addition of only 2 pounds of cotton per person in the 
free world, the equivalent of 1 bedsheet or 1 pair of overalls, would 
require an additional 6 million bales of cotton per year, and would 
still leave the average person in the free foreign world consuming 
only one-fourth as much cotton as the average citizen in the United 
States. 

The magnitude of this opportunity is now causing leaders in the 
cotton textile industry all around the world to become seriously in- 
terested in developing programs in their own countries to expand cot- 
ton consumption. 

We have been trying to arouse their interest by pointing out how 
consumption of cotton has climbed in this country in those individual 
markets where research and promotion have been concentrated. As 
illustration, we have pointed out the fact that consumption of cotton 
in women’s apparel, for instance, has been increased about 50 percent 
on a per capita basis between 1947 and 1954, and that the sale of cot- 
ton dresses alone has been increased about $750 million a year at the 
retail level since 1947. 

We have pointed out how cotton’s share of the individual markets 
has been increasing; for instance, that men’s cotton spot shirts have 
increased from 42 percent to nearly 65 percent of the total in only 
a few years’ time; and that new and improved uses have helped swell 
the total use of cotton, as for instance in tufted cotton rugs, where the 
use has grown from about 16,000 bales to about 247,000 bales in the 
space of a few years’ time. 
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The experience of the Cotton Council in expanding consumption 
through research and promotion is the principal reason in practically 
every case for the new interest in these activities in the other consum- 
ing countries. 

Another very strong reason for new interest in market develop- 
ment programs in these countries is the realization that although in- 
comes are rising in most of the world, textile products, especially cot- 
ton products, are not sharing fully in this prosperity. In most coun- 
tries, a lower percentage of consumer dollars is being expended for 
cotton products than before. Again, largely as a result of the ex- 
perience in the United States, industry leaders in these countries are 
coming to understand that all those people who have some choice 
over how they spend at least part of their income are potential cus- 
tomers for more cotton products. There is also a growing aware- 
ness that those millions who do not have the income to permit them 
to buy more cotton products are nevertheless potential customers also, 
and that promotion can be used to whet their desires to the point 
where they will work a little harder and a little longer to gain the 
means of satisfying their desires. 

An additional reason, and a very important one, for the new in- 
terest in market development programs, especially in Europe, is the 
constantly shrinking volume of world trade in cotton textiles. The 
exports of cotton textiles from Europe as a whole today are con- 
siderably less than they were before World War II. 

As the underdeveloped countries of the world are producing more 
and more of their own textiles and importing less, the European 
countries fear their exports may continue to shrink. The increased 
competition from low-cost producing countries like India, Japan, and 
Hong Kong serves to intensify this threat. As a result, those Euro- 
pean countries which once took their home markets for granted are 
now being forced to give more consideration to competition in their 
home markets. 

In general, the programs we are encouraging in Europe follow the 
same pattern of those in the United States. The major effort is to 
encourage people to be better dressed and to make their homes more 
attractive and more comfortable with cotton. The goal is to create 
the impression among those millions of people who are making deci- 
sions daily as to how they will spend their incomes that they will 
have a sense of satisfaction and well-being in being better dressed, 
which is over and above the satisfaction they will have from spending 
the same money in other ways. 

The first approach, as in the United States, is through fashion cam- 
paigns. This effort has as its objective the acceptance of cotton in 
markets where prestige and glamour are most important. Accept- 
ance in the style markets, as we know. greatly influences all other cot- 
ton product markets. Here the method is to gain the cooperation 
of style leaders and to make them a more effective part of the over- 
all cotton sales organization. 

The next approach—again following the experience in the United 
States—is to assist distributors—who primarily are wholesalers and 
retailers—in the development of their sales programs. The strong 
selling points of cotton are emphasized. Educational materials, spec- 
jal events suggestions, advertising and display materials are provided 
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to give these distributors, who are the industry’s contacts with the 
buying public, a more effective role in the program. 

Another approach taken from the council’s own book of experience 
is the organization of public-relations programs—programs which in- 
clude the use of all the public communications media to tell the story 
of cotton—the modern fiber 5,000 years old—to make people more cot- 
ton conscious and more appreciative of the advantages which cotton 
offers them today and the possibilities of even greater advantages to- 
morrow. In general, these campaigns are designed to focus public 
attention on cotton by capitalizing on the virtual essentiality of cotton 
to every man, women, and child 365 days a year from the cradle to the 
grave; by capitalizing on improvements underway; and also by capi- 
talizing on the importance of the industry to the general economy. 

Again, as in the United States, special product campaigns are being 
developed to stimulate the demand for individual cotton products 
which have possibilities for wide sales. The special product cam- 
paigns are constructed on a broad base of general publicity and sales 
promotion programs, which are being carried out at the same time so 
as to create a favorable climate for the promotion of individual 
products. 

To guide the promotion activities, industry groups of the various 
countries are being encouraged to employ the techniques of market re- 
search, as has been done in this country, in an effort to find out in a 
rather precise manner the nature and extent of cotton’s competition in 
each one of the markets from the standpoint of quality, price, and sales 
techniques. 

Mr. Garuincs. How does the cooper:tive plan work ¢ 

Mr. Dunn. The rather extensive operations in this field at the pres- 
ent time are made possible by the financial assistance of the United 
States Department of Agriculture. Pursuart to the authorization of 
the last convention, the council signed a contract with the United 
States Department of Agriculture under which the Department is mak- 
ing available a considerable sum in foreign currencies for use in initiat- 
ing these programs. These local currencies are proceeds from the sale 
of sauianiaall surpluses under the Agricultural Trade Development 
and Assistance Act, commonly known as Public Law 480. Under the 
terms of the agreement with the Department, the council defrays from 
its own budget all of the dollar costs. These costs include the salaries 
of its employees who are regularly engaged in the activities and the 
cost of servicing the programs. ‘The Department, meanwhile, is pay- 
ing the foreign currency costs of the program. The general arrange- 
ment for the market development work in each country is that. the local 
industry association puts up approximately half of the foreign cur- 
rency cost of the program, while our Department of Agriculture pays 
the other half. The council’s responsibility is to act as an agent for 
the Department in supervising the development and operation of the 
programs. 

Funds being advanced by the Department are being used tempo- 
rarily as a pump-priming operation, as an incentive to get the program 
started, to permit a demonstration of accomplishment, and to provide 
time for the development of permanent programs on a self-financing 
basis. We have tried to make it very clear that the council does not 
consider that the programs of research and promotion should be 
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financed indefinitely with Government funds, but that they are essen- 
tially industry activities which should be financed by the industry. 

hile working with the importing countries, we are also working 
with other cotton-producing countries to interest them in joining this 
effort to expand the total market for cotton and put cotton in a stronger 
position with respect to the other textile fibers. A number of other 
producing countries are showing real interest in this objective and 
considerable thought is being given by several groups to the develop- 
ment of a program in which all of the cotton-producing interests 
might participate. 

They are very interested in it. We think it is a real and tremendous 
as for strengthening cotton’s position. 

r. Wuirren. I want to thank you gentlemen for the fine way you 
have presented this matter. There are 2 or 3 points that I think 
should be made in this record, as I see it. 

In the first place, lowering the price, if you had a fixed lower price, 
would constitute an umbrella over world production. 

As the result of our study, a great deal of foreign production called 
export is American financed. And when you go into South and Cen- 
tral America and other countries, there is confiscation and various 
other. things—you have those risks—connected with internal policy. 
It takes much assurance even though the profits may be there to invite 
the American capital into the countries. 

The record shows when we first passed our price support system that 
is the year that Anderson Clayton went into Mexico. 

And we have misguidedly, I think, as a Congress, and back through 
the years, erroneously thought that we could control world supply and 
production by reducing American cotton acreage. 

We also have thought that we could control world price by support- 
ing the price at a certain level over here. For years, prior to this ad- 
ministration, the Democratic administrations had an export subsidy. 

In other words, while the support level was here for a given num- 
ber of years, we had a definite fixed subsidy which enabled us to keep 
the cotton moving in world markets, but there the American Govern- 
ment as a policy kept the world demand and supply tight so everybody 
could make money for 1 year; but in the process we invited continuous 
expansion in a limited degree in these foreign countries then. 

en we got into this period where the United States Government 
held the cotton off the world markets because we would not make any 
effort to make it competitive, we gave Anderson Clayton and all of the 
other people an absolute guaranty of price. 

The issue, I would take here, if the argument had been made toward 
keeping competitive in world markets as against a lower price, I could 
buy it, but when you say a lower price, you have lowered the umbrella 
but you are still holding the umbrella. 

That is the argument we have with the Department now under this 
new sales program, that when you set a price below which you won’t 
take or sell, that is known all over the world, and know the amount is 
reduced, they look to that ceiling. It is still the cotton trade looking at 
the 1-year interest instead of the long range. 

I want to agree with my colleague, Mr. Abernethy, as to the wisdom 
of looking toward some system like the sugar program or something 
else like it. I have argued always, and I think it is borne out by the 
law, that we have a somewhat similar program now that the price 








38 REPORT ON: PRICE “STUDY BY COTTON COUNCIL 


support will channel cotton into the CCC, but the law permits them 
to sell it competitively. 

Under the present conditions we would have the effect of that except 
here the difference is made up by the CCC under the sugar tax. It is 
made up by the processor. 

We have that program right now in the present law, if we would use 
it; that is, it would require a channeling into and out of the CCC. 

The argume* that I make does not answer the argument you make 
as to the domestic market, but I think clearly present law enables us 
to meet all of this world situation, contemplates it. We should have 
learned that we can’t regulate world price; neither can we regulate 
world supply and demand by working on ourselves alone. 

I realize I am getting into a field that is out of my line, but one that 
our subcommittee has had investigations on and we have worked with 
and studied and I want this record to show these points. 

Mr. Garuines. Thank you so much. It is necessary, it appears 
to me, that we come up with some type of long-range plan for cotton, 
that we will recognize that the farmer ought to continue in the business 
of growing cotton, a plan that would move our cotton into domestie 
and foreign channels. 

Whether that plan is a two price for cotton or whether it is a com- 
pensatory payment plan, the idea of Mr. Abernethy’s of something 
similar to the sugar bill, 1 don’t know. But I think that we surely 
ought to come up with some long-range program that will keep the 
farmer in the business of growing cotton. 

Mr. Horne. I would like to thank you, Mr. Chairman, and geutle- 
men, for the honor of appearing before you, for your courtesy and to 
thank you on behalf of all of my colleagues and myself. ' 

Mr. Garuines. We appreciate your appearance here and that of 
your associates. 

Mr. Lone. I would like to thank both of these gentlemen for the 
very fine and informative discussion. I am sure that it will be very 
helpful. 

Mr. Garuines. The hearing is adjourned. 

(Whereupon, at 12:10 p. m., the subcommittee adjourned.) 
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